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QUESTION 1 [38 marks] 
 
Freddie (age 52) and Sipho (age 66) are equal shareholders of NewKitchen (Pty) Ltd. They 
share the profits on an equal basis - the balance of the profits are paid out as a dividend. The 
projected financial figures for their business are as follows: 
 
  2017    2018    2019 
Annual turnover: 880 000 924 000 970 200 
Operating Costs: 214 000 224 700 235 935 
Freddie's salary: 200 000 210 000 220 500 
Sipho's salary: 200 000 210 000 220 500 
Profit (before tax): 266 000 279 300 293 265 
 
They approached you for financial advice regarding their business. They heard that there are 
very favourable tax incentives available to small businesses.  
 
They are in the process of offering Jacob (age 75), who has good connections and could 
increase turnover exponentially, shares in the company. The relative shareholding will be 
equally split, and each will own one third of the company. Projected financial figures, should 
Jacob accept their offer, are as follows: 
 
  2017    2018    2019 
Annual turnover: 3 500 000 3 675 000 3 858 750 
Operating Costs:    851 136    893 693    938 378 
Freddie's salary:    300 000    315 000    330 750 
Sipho's salary:    300 000    315 000    330 750 
Jacob's salary:    300 000    315 000    330 750 
Profit (before tax): 1 748 864 1 836 307 1 928 122 
(the profit  will be paid out as dividends, after paying company's tax) 
 
 
REQUIRED: 
 
1.1 Assume that NewKitchen (Pty) Ltd qualifies to register for both a micro business and a 
small business corporation (SBC) for tax purposes. For Freddie and Sipho's current 
situation, recommend to them which tax regime they should register for. Motivate your 
answer. As part of your recommendation, discuss the tax implications of operating the 
business as a partnership as opposed to a company. (7) 
 
1.2 Irrespective of your answer above, assume that NewKitchen (Pty) Ltd register as a micro 
business taxed on turnover. Calculate the tax implications for the shareholders - show 
them the net amount they will be able to take home after all taxes from both salary and 
dividends. Your answer should include their current situation and where applicable a 
restructuring of their salaries (base your answers on the financial figures for 2017). 
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1.2.1 Calculate the current net income for both shareholders after both personal tax and 
dividend tax has been considered. (7) 
1.2.2 Calculate the net income for both shareholders after registering as a micro business and 
restructuring the salary package. (10) 
1.2.3 Calculate what the net income of both shareholders will be if they change their business 
entity to that of a partnership. (2) 
1.3 Assume Jacob accepts the offer. Calculate the tax payable by Jacob after optimising his 
income between salary and dividends. Use the projected figures for 2017. (12) 
 
 
 
QUESTION 2 [48 marks] 
 
Thuli is a key employee of ABC (Pty)(Ltd). She is a qualified nuclear physicist. In the case of 
her death, it is estimated that the company will lose up to R5 000 000 in profits. ABC wants to 
take out a policy on Thuli's life, and the directors want to know from you about the options 
available to them and what the tax implications will be. 
 
The cost of a policy that will cover Thuli for death and disability is R5.66 per month per R10 000 
cover. 
 
ABC has three shareholders, Tim (35%), Tokyo (45%) and Sarah (20%). The value of the 
company is estimated at R14million and the net annual profit for the last financial year was 
R3.5million. The profit has steadily grown by 7% p.a. over the last five years, which the 
shareholders believe will be maintained indefinitely. 
 
Cost of insurance policies for the shareholders, covering them for death, disability and dreaded 
diseases are: 
Tim: R4.33 / R10 000 p.m. 
Tokyo: R6.10 / R10 000 p.m. 
Sarah: R3.45 / R10 000 p.m. 
 
 
REQUIRED: 
 
2.1 Explain to ABC the tax treatment of both the premiums and proceeds if the keyperson 
policy on Thuli’s life conforms to the requirements of section 11(w)(ii) of the Income Tax 
Act. Then explain to them what the situation will be if the policy does not conform to 
section 11(w)(ii) - include the tax treatment of both the premiums and the proceeds and 
quote the relevant sections of the Income Tax Act. (3) 
 
2.2 Explain to ABC the requirements of section 11(w) of the Income Tax Act for the premium 
of a policy to be deductible from taxable income. Include in your explanation examples 
as illustrations of applications of section 11(w). (10) 
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2.3 Comment on whether the policy on Thuli's life could qualify to conform with section 
11(w)(ii) if correctly structured. Assuming that it is possible, calculate the required cover 
and cost of a key person policy on Thuli's life if the policy conforms to section 11(w)(ii) of 
the Income Tax Act.  Make a recommendation to ABC whether they should make the 
policy conforming to section 11(w)(ii) or not. Motivate your recommendation. (11) 
 
2.4 Assume you are a prospective investor and were offered 10% of the shares in ABC. 
They show you their statements and you see that they have declared a dividend equal to 
60% of the net profit over the last five years. Your required rate of return on your 
investment is 23.5%. Based on the dividend discount model, determine what you will be 
willing to pay for the 10% share in ABC. (5) 
 
2.5 ABC is worried that competitors may offer Thuli a better salary and that they may lose 
her to the competitor. They feel that simply increasing Thuli's salary will not be a good 
strategy and asked you if there is a suggestion that you have in this regard. Assume that 
ABC is willing to spent an extra R10 000 per month before tax on Thuli's salary, and that 
she is currently at a maximum marginal rate of 41%. 
 
Explain to ABC how they can set up a Preferred Compensation agreement funded with 
an endowment policy to provide Thule with a "golden handcuff" which will secure her 
services for the next 10 years. 
 
2.5.1 Explain to ABC the technical working of a preferred compensation plan. (6) 
 
2.5.2 Assume that the net return on the underlying portfolio of the endowment that will be 
funding the preferred compensation plan is 14% p.a. Calculate the tax free pay-out that 
Thuli will receive after 10 years. (5) 
 
2.6 Based on a company value of R14million and the cost of insurance policies, give the 
structure of a buy-and-sell agreement for ABC. Indicate the value and cost of the 
policies. (8) 
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QUESTION 3 [39 marks] 
 
Nerds Inc. (Pty) Ltd. is a software development company that is interested in setting up a 
pension fund for its employees. The shareholders want to get the maximum benefit of the tax 
deductible premiums for themselves and their employees. Blade is one of the shareholders. He 
will be retiring in 30 years’ time. Nerds Inc. supplied you with the following information: 
 
 
Blade's basic salary:   R615 000 p.a. 
Expected Return of fund ABC: 11.8% p.a. (Fund ABC complies with the requirements of 
              Regulation 28) 
Expected Return of fund XYZ: 14.8% p.a. (Fund XYZ is an equity fund that fully invests in 
              equities) 
Expected salary increases:  9% p.a. over the next 30 years 
Expected inflation:   7% p.a. over the next 30 years 
Income % (living annuity):  6% 
Contribution to retirement fund: 27.5% of basic salary 
 
Detail of risk benefits offered with the pension fund: 
 Cover amount: 6 x annual salary 
 Cost of cover: R2.95 per R10 000 per month 
 
Blade has a retirement annuity fund that currently has a fund value of R2million, which is 
invested in fund ABC. 
 
 
REQUIRED: 
 
3.1 Show Blade what the benefit of the deductibility from taxable income of a retirement fund 
is by calculating the net annual cost of his pension fund contribution is after discounting 
the tax benefit. (2) 
 
3.2 Calculate the value of the pension fund after 30 years if the pension fund invests in 
fund ABC.  Express the value of the fund at retirement in real (today's money) terms. (10) 
 
3.3 Show Blade what the real value of a discretionary fund would be, should he opt not to 
invest in the pension fund but in fund XYZ. The amount to be invested must be based on 
the same amount that he would invest in the pension fund, but the after tax amount as 
calculated in 3.1 must be invested. Assume that the after tax investment as calculated in 
3.1 is R8 600.00 p.m. (10) 
 
3.4 In this question, when using estimated future values, work with the real values. Assume 
that the answer to 3.2 is R10million and the answer to 3.3 is R9million. 
 
3.4.1 Calculate Blade's after tax income in the first year from a living annuity. Assume that 
Blade will be 65 at that stage. (2) 
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3.4.2 You want to compare Blade’s after tax income calculated in 3.4.1 with the income that 
can be generated from the discretionary investment calculated in 3.3. In order to do this, 
first calculate the accumulated real value of Blade's own contributions at retirement. (5) 
 
3.4.3 Irrespective of your answer in 3.4.2, assume that the accumulated real value of Blade's 
contributions to the fund XYZ is R1million. Calculate what Blade's after tax income will 
be. (5) 
3.4.4 Comment on the results of your calculations in 3.4.1 - 3.4.3. (5) 
 
 
 
 
QUESTION 4 [15 marks] 
 
In order to illustrate the benefits and costs, as well as legal and other implications of medical 
aids you are presented with the following scenario: 
 
Pravin's profile looks as follows: 
 
Age:  45 
 
Dependants: Wife, aged 42 
Two children, aged 15 and 17 
 
Medical aid membership: After completing his B Com degree at the University of 
Johannesburg, Pravin was the principle member on his GEMS 
medical aid for a period of 4 years and 9 months. Thereafter he 
worked for himself and decided to take out medical insurance. The 
policy is still current. 
 
Pravin's wife was a dependent on her father's medical aid up to the 
age of 22, when she married Pravin and became a dependent on his 
medical aid. She is also a life insured on the medical insurance 
policy. 
 
The children had never been members of a medical aid, but they are 
insured under the medical insurance policy. 
 
Health: Pravin was treated for cancer of the prostate five years ago. The treatment was 
successful and with his last medical a month ago there was no sign of the cancer. 
 
His wife and youngest child have no known medical problems, but the eldest has been 
diagnosed with epilepsy. 
 
The cost of the medical aid they are considering is as follows: 
Risk premium  Threshold 
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Main member:  R 2 800 p.m.  R 12 500 p.a. 
Adult dependant: R 2 500 p.m.  R 10 500 p.a. 
Child dependant: R    500 p.m.  R   4 000 p.a. 
REQUIRED: 
 
4.1 Calculate the value of the risk premium and the medical savings account that Pravin will 
pay towards the medical aid including the full 25% allocation to the medical savings 
account. (7) 
 
4.2 Calculate the initial value of the self payment gap. (2) 
 
4.3 Give a brief summary of the demarcation debate between medical aids and medical 
insurance. In your answers refer specifically to gap cover and the status quo as far as 
gap cover is concerned. (6) 
 
 
 
 
QUESTION 5 [10 marks] 
 
NiceShoes Pty (Ltd) is implementing a group life cover scheme that will be linked to their 
current pension fund. They want the group life cover to be optimised between approved and 
unapproved cover. You need to illustrate to them when approved cover will be more cost 
effective than unapproved cover and vice versa. For the purpose of your illustration, assume the 
following information regarding a typical employee: 
 
Taxable income:  R400 000  
Group cover amount:  6x annual salary 
Cost of insurance cover: R 3.35 / R10 000 per month. 
 
 
REQUIRED: 
 
5.1 Briefly give the principle used to split group cover between approved and unapproved 
cover. (1) 
 
5.2 Suggest to Niceshoes how the cover for this typical employee will be split between 
approved and unapproved cover. Do the comparison by calculating the effective cost 
before tax per R10 000 that will be paid into the estate after tax. (9) 
 
 
 
 
TOTAL 150 MARKS 
---o0o--- 
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Appendix A: 
 
INCOME TAX: INDIVIDUALS & SPECIAL TRUSTS 
Rates of normal tax payable by persons (other than companies and trusts or approved public 
benefit organizations and recreational clubs) in respect of the year of assessment ending 
28 February 2017 
Taxable income (R) Rate of tax (R) 
 0 – 188 000    18% of taxable income; 
 188 001 –  293 600  33 840 + 26% of taxable income above 188 000 
 293 601 –  406 400  61 296 + 31% of taxable income above 293 600 
 406 401 – 550 100  96 264 + 36% of taxable income above 406 400 
 550 101 – 701 300  147 996 + 39% of taxable income above 550 100 
 701 301  and above  206 946 + 41% of taxable income above 701 300 
 
Rebates: 
Primary rebate:  R13 500  
Persons aged 65 - 75: R  7 407  
Persons older than 75: R  2 466 
 
 
RETIREMENT LUMP SUM BENEFITS 
TAXABLE INCOME RATES OF TAX 
R0 – 500 000 Nil 
R500 001 – R700 000                     18% of the amount above R500 000 
R700 001 – R1 050 000 R  36 000 + 27% of the amount above R700 000 
R1 050 001 + R130 500 + 36% of the amount above R550 000 
 
 
 
TAX TABLES FOR SMALL BUSINESS CORPORATIONS FOR THE 2016/17 TAX YEAR 
TAXABLE INCOME RATES OF TAX 
R0 – 75 000 Nil 
R75 001 - R365 000 7% of the amount over R75 000 
R365 001 – R550 000 R20 300 + 21% of the amount over R365 000 
R550 001 + R59 150 + 28% of the amount over R550 000 
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TAX TABLES FOR MICOR BUSINESSES FOR THE 2016/17 TAX YEAR 
TURNOVER RATES OF TAX 2015/16 – 2016/17 
R 0 - R   335 000 Nil 
R335 001 - R   500 000 1% of the amount over R 335 000 
R500 001 - R   750 000 R 1 650 + 2.0% of the amount over R 500 000 
R750 001 - R1 000 000 R 6 650 + 3.0% of the amount over R 750 000 
 
LATE JOINER PENALTIES 
VALUE OF A PENALTY 
1 – 4 years 5% 
5 – 14 years 25% 
15 – 24 years 50% 
25 years+ 75% 
 
